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Summary 

This report summarizes and analyzes four previous government market 
interventions (Home Owners Loan Corporation in 1933, Continental Illinois in 1984, 
the savings and loan insurance fund shortfall in 1989, and the Latin American debt 
crisis in 1989), in light of current mortgage market conditions. Current proposals to 
help delinquent homeowners share many features in common with all of these 
actions. 

The Home Owners Loan Corporation (HOLC) purchased delinquent mortgages 
at a discount and worked with homeowners to restructure the mortgages into more 
manageable terms. HOLC accepted slightly more than one million applications from 
homeowners to refinance their homes between June 1933 and June 1935. It rejected 
488,000 applications, most for “inadequate security” and “lack of distress.” HOLC 
foreclosed on 194,000 of those it was attempting to assist. At the time, many had 
serious concern that HOLC could be a costly undertaking, but when it disbanded in 
the early 1950s, HOLC returned a small profit to the government. HOLC 
successfully conceived and implemented new ways to contact delinquent 
homeowners and, in some cases, help homeowners find new jobs. 

In 1984, Continental Il linois National Bank suffered a run after loans that it had 
not properly underwritten failed. The Federal Reserve and the Federal Deposit 
Insurance Corporation led intervention efforts. There were concerns that allowing 
the bank to fail could have serious repercussions throughout the financial system. 
This led to the FDIC Improvement Act of 1991. 

In the 1980s, the Federal Savings and Loan Insurance Corporation approached 
insolvency because of the failure of member savings and loan institutions, also 
known as thrifts. Working together, Congress and the George H. W. Bush 
administration established the Resolution Trust Corporation (RTC), which was 
funded by the Resolution Funding Corporation (REFCORP). The thrift industry is 
still paying off the intervention operation, which is estimated to have cost $152.9 
billion. 

In 1989, Brady bonds helped less developed countries, mostly in Latin America, 
restructure their debt by renegotiating terms and writing down some of the loans. 
The plan, proposed by then-U.S. Treasury Secretary Nicholas F. Brady, overcame 
coordination problems in previous restructuring efforts. In addition to writing down 
some loans, the plan included some interest rate reductions, and having debtor 
nations post U.S. Treasury bonds as collateral with the Federal Reserve. 
Approximately $91.8 billion was refinanced under the plan. Repayment continues 
today. 

H.R. 5818 and H.R. 5830 are among the bills before Congress that would 
intervene in economic (housing) markets. 
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Introduction 

Increasing delinquency and default rates on subprime mortgages in 2007 and 
2008, along with liquidity problems in other financial sectors, have led some to call 
on the federal government to intervene in the mortgage market. The Administration 
and the mortgage industry have developed an approach called HOPE NOW that 
works with borrowers with subprime mortgages facing interest rate increases and 
increasing payments who could be helped with a combination of counseling and 
either an interest rate freeze or a new mortgage. 1 Critics of the plan believe that 
HOPE NOW is doing too little, too slowly to help those in need today and those who 
will face interest rate increases over the next few years. 2 

Foreclosure is costly for the lender, the borrower, and owners of neighboring 
property. Efforts to reduce foreclosures could very well be in the interest of all three 
affected parties. In foreclosure the lender is unlikely to recover the outstanding 
balance on the mortgage and the cost of foreclosure. The borrower is likely to lose 
any equity in the home, incur additional costs, and suffer credit impairment. A large 
number of vacant homes in a neighborhood can reduce the value of occupied homes. 
This spillover from the borrower and mortgage holder of the vacant homes to the 
neighbors is an example of what economists term an externality and provides a 
possible economic rationale for government intervention. 

Some analysts and journalists have drawn a parallel between the delinquency 
and default problems facing homeowners with subprime mortgages and distressed 
homeowners during the Great Depression. 3 The Home Owners’ Loan Corporation 
(HOLC) was created in 1933 to refinance homeowners’ mortgages. This report 
analyzes HOLC, the Continental Illinois failure and government reaction in 1984, 
the savings and loan crisis of the 1980s, and the 1989 Brady Plan for bonds from 
developing countries. 



1 See [http://www.hopenow.com/]. 

2 See, for example, Mary Umberger, “Rate freeze called too little, too much; Critics say it 
delays inevitable; others oppose intervention,” Chicago Tribune, December 7, 2007, p. 1 . 

3 Damian Paletta, “Democrat Floats Plan to Refinance Home Loans With U.S. Help,” Wall 
Street Journal, February 27, 2008, p. A14. 
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Policy Issues 

One of the first issues that Congress may choose to consider when 
contemplating an intervention is which home owners should be included in the plan. 
When there is a limited amount of aid, how should it be divided? At the one 
extreme, if assistance goes to only a few, those who obtain it may receive more 
assistance than is necessary or some in identical situations could be excluded. At the 
other extreme, if the assistance goes to a large number, there is a risk of spreading the 
help too thinly to be of assistance, or those who do not need help may receive it. 

In short, who “deserves” to be helped? For example, should owners of rental 
property be assisted or only present owners? Should vacation and other second 
homes be included? Should persons with two homes who are trying to sell one be 
aided? Should owners of any type of housing be helped or just owners of single- 
family housing? 4 

If only one group, such as owners with subprime mortgages, is to be helped, 
should this group be further divided? For example, should those current on their 
mortgages be assisted? Should those who are behind on their payments be aided? 
What about those whose mortgage interest rates will reset in the future? 

Should borrowers with certain types of mortgages be excluded? For example, 
should those with no- or low-documentation loans be excluded? Should an owner 
who made false or fraudulent statements to obtain the mortgage be aided? 

Does it matter if the mortgage was obtained to purchase a home as opposed to 
refinancing the home? If refinancings are to be included, should there be a limit to 
the amount of cash equity that the borrower extracted from the house? 

Finally, should there be a cutoff date? If there should, should it be a “date 
certain” or when a certain objective measure is reached? 

One response is the HOPE NOW, which is available to homeowners through 
free telephone consultations with a HUD-approved credit counselor. 5 Its financial 
assistance is offered only to owner-occupied housing financed by subprime 
mortgages where the owners are current in their payments, but are not likely to be 
able to make payments after the mortgage resets. Some of the homeowners accepted 
by the program will have their mortgage interest rates frozen. Others will be helped 
to refinance with the Federal Housing Administration (FHA). Homeowners who are 



4 Single-family includes structures with one to four units. It excludes condominiums and 
cooperatives. In 2005, there were 84.5 mi llion owner-occupied single-family buildings, 
while an additional 7.6 million were vacant. Of those occupied, 67.2 million were occupied 
by owners and 17.3 million were rentals. Source: U.S. Census Bureau, American Housing 
Sur\’ey2005, Table 1A1, available at [http://www.census.gov/hhes/www/housing/ahs/ahs05/ 
ahs05.html]. 

5 For details, see CRS Report RL34372, The HOPE NOW Alliance/American Securitization 
Forum (ASF) Plan to Freeze Certain Mortgage Interest Rates, by David H. Carpenter and 
Edward Vincent Murphy. 
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delinquent on their mortgage payments may be eligible to refinance in the 
FHASecure program. 6 

Economists and others worry that any government intervention in market 
outcomes could lead to the expectation of future intervention. This expectation, 
called moral hazard, could lead to riskier decisions in the future as home buyers (both 
those helped and those who did not require aid in the current case) take more risk 
than they might otherwise do in the expectation that the government will assist them 
in the future. In turn, this could lead to resources being used in a riskier way than 
would have occurred without the intervention. Insurance policies usually include 
deductibles and co-pays to limit moral hazard and to discourage excessive use. The 
rationale for such standard practices is that because the policy holder would bear part 
of the financial loss, he or she will exert greater prudence. 



A Brief Overview of Subprime Delinquency 

and Default 

In mortgage finance, delinquency occurs when a payment on a loan is overdue. 
Default occurs when a borrower has failed to meet any of the terms of a mortgage 
contract, including timely payment. Foreclosure occurs when the lender files to seize 
the house (collateral) because the borrower is in default. Foreclosure procedures vary 
from state to state. 

Foreclosure is a costly process: one widely cited study estimates that the total 
cost to a lender of foreclosure, including lost interest, legal fees, and the cost of 
disposing of the house, is $58,759, and takes an average of 18 months. 7 A more 
recent report by the staff of the Joint Economic Committee (JEC) estimated the direct 
loss of property value at $53,493, and the loss of neighborhood property value at an 
additional $24, 163. 8 The JEC estimated that each foreclosure would reduce property 
tax collections by $692. The JEC estimate did not include legal costs and interest 
foregone during foreclosure. A Federal Reserve Bank of Chicago report cited an 
estimate that a lender loses more than $50,000 per foreclosure. 9 



6 For more details, see the FHA Web page at [http://portal.hud.gov/portal/ 
page?_pageid=33,717446&_dad=portal&_schema=PORTAL], 

7 CRS Report RL34232, Understanding Mortgage Foreclosure: Recen t Even ts, the Process, 
and Costs, by Darryl E. Getter. See, also, Amy Crews Cutts and Richard K. Green, 
Innovative Sendee Technology: Smart Enough to Keep People in Their Homes, Freddie Mac 
Working Paper #04-03, July 2004, p. 5, available at [http://www.freddiemac.com/news/ 
pdf/fmwp_0403_servicing.pdf[. (The paper cites a study by Craig Focardi, Servicing 
Default Management: An Overview of the Process and Underlying Technology,” 
TowerGroup Research Note, No. 033-13C, November 15, 2002). 

8 U.S. Congress, Joint Economic Committee, The Subprime Lending Crisis: The Economic 
Impact on Wealth, Property Values and Tax Revenues, and How We Got Here, October 
2007, p. 13 and CRS calculations. 

9 This estimate by GMAC-RFC (Residential Funding Corporation) is cited by Desire 
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